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OMAN: KEY ECONOMIC INDICATCRS 
(Millions of U.S. dollars) 


@ change 
1982 19&3 1984 83/84 


Gross Domestic Product (1) 7,563 7,928 €,610 
Crude Oil GDP 4,057 3,916 4,076 
Non-O0Oil Industry GDP 2,708 3,051 3,587 
Crude Oil Production (000 b/d) 336 389 416 


GDP by sectors (% of total GDP) 
Crude Oil 


Trade 

Public Administration/Defense 
Real Estate 

Manufacturing 
Agriculture/Fisheries 
Transportation 

Banking 


48.4 
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Government Finance 

Internal revenues (2) 3,875 
Expenditures 4,08& 
Budget deficit (2) (513) 
External public debt 757 
External public debt service 43S 
Debt service ratio to exports 3.3 


Foreign Trade and Payments 
Exports 4,418 4,246 4,420 
Crude oil exports 4,080 3,898 4,054 
Non-oil exports 

(excl. re-exports) 23 32 49 
Imports (c.i.f.) 2,867 2,622 2,931 
Recorded imports from U.S. 214 192 207 
U.S. market share (%) &.0 Val 7.6 ) 
Balance of trade 1,354 1,632 1,487 ) 
Services and private transfers (1,050) (1,302) (1,550) 
Current account balance 503 330 (64) (119.4) 
Official capital 107 521 628 20.5 
Capital account balance 22 744 732 (1.6) 
Errors and omissions (3) 64 (469) (446) (4.9 
Overall balance 859 605 223 (63.1) 
Net foreign assets (4) 1,260 i,378 1,586 18.1 


Inflation 
Price index of food 
(1978 = 100) 124.0 118.6 108.8 


Source: STATISTICAL YrAR POOK 1984; Development Council 


Notes: (1) At current prices; (2) excludes contributions to 
State General Reserve Fund (SGRF) and grants; (3) mostly 
private capital outflows; (4) excludes SGFF. 





SUMMARY: In a region where rapid change is the norm, 
Oman's Gevelopment has been impressive. ‘The country, 
described by many as "living in the Middle Ages" until 
197C, has developed much of the infrastructure of a modern 
economy and has greatly expanded political and eccnomic 
contacts throughout the world. 


hominal GDP Growth has averaged about 13 percent 
annually since 1980. Lespite the oil price drop, the 
government went ahead with its ambitious Second Five-Year 
Development Plan (1981-1985), steadily raising oil output 
-- which now stands at just over 500,000 b/d -- to offset 
much of the revenue impact of lower prices. Spending has 
exceeded revenue since 19&2, however, leaving Cman with 
some $2 billion in international debt. The State General 
Feserve Fund has keen used to some extent to finance 
deficits, hut is modest in size and cannot be relied on to 
offset substantial additional shortfalls for an extended 
period. In view of the uncertain oil price outlook, and 
with Oman's ability to increase production apparently 
leveling off given current technical constraints, 
restraining expenditures is becoming a major.concern. 


The acvent cof the Third Five-Year Plan (19€6-S0), 
expected to be published early in 1986, has focuseé 
policymakers' attention not only on finance, but also cn 
setting development priorities now that much of the 
overriding need for infrastructure has been met. The 
economy remains highly dependent on oil. Current proven 
reserves of 4 billion barrels would last about 21 years at 
present production rates. Although the outlook for some 
additions to reserves over the next few years is 
promising, diversification remains a longer-term concern. 
Cman's considerable fisheries resources offer cood 
potential. Agriculture receives much attention, but 
climate, limited water supplies, and the lack of skilled 
farmers and managers are constraints. Cfficials have 
ruled out a major push toward heavy industry; studies are 
underway to determine which light industries are most 
suitable, given resource and manpower limitations. The 
government has neither the funds nor the philosophy to 
subsidize the private sector or to create major public 
sector enterprises. Tevising non-subsidy policies to 
attract investment to the non-petroleum productive sectors 
is proving difficult. 


Growth rates are likely to ke lower and government 
spending to remain level or increase only modestly in 1986 
as the Third Plan goes through its start-up phase; it is 
likely that the bulk of the outlays will be made in 
1988-90 rather than in the early years of the Plan. Even 
so, firms interested in winning contracts should be here 
making themselves known to key officials and otherwise 





laying the groundwork for the future. The U.& market 
share here has not been large, but appears set to 
increase, more U.€. firms are establishing a presence 
here. Promising areas include water rescurce development 
and utilization, agricultural equipment and techniques, 
telecommunications, and operations and maintenance. Cman 
offers good prospects to responsive firms willing to nake 
a commitment to the market. The stakle political climate 
and the craciousness of the Omani people make it a 
pleasant place tc live and work. 


PART A. CURFENT ECCKNCFIC SITUATICN ANCL TEKELDE 


CVERVIFV: While Cran's historical roots are very old, the 
ccuntry has only recently become a modern state. Until 
oil production began in 1967, the Gmani economy was kLased 
almest entirely on subsistence agriculture and fishing and 
lackec most infrastructural services. With the accession 
of Sultan Caboos in 1970, Cman beqan to use its growing 
oil income to move rapidly into the modern ace. 


In Cman, as in most developing ccuntries, the key to 
economic growth and developnent is qovernment spendinc. 
Cevelopment outlays estimated at 47.1 billion during the 
First and Second Five Year Plans (1976-19&5) financec the 
creation of an entirely new infrastructure, particularly 
in the Capital area (i.e., the 45 km stretch between 
fuscat and Seeb International Airport), and provided 
educational, medical and social services where none had 
keen available before. 


Tespite the decline in world oil prices since 1981, 
the government went ahead with its ambitious Second Five- 
Year Teveloprent Plan. Oman, which dic not experience the 
econonic slump which hit most of its neighbors, appears 
likely te meet the Plan's rajor macroeconoric tarcets. 

CrP stood at $8. billion at the end of 19€4. lMominal CrP 
crowth of 11.2 percent in 19&4, and prokakle growth in the 
10-11 percent rance in 19&5 should bring average growth to 
about 13 percent per year for the five-year period. 
According to government estimates, real growth in the past 
twe years has heen even more impressive, recistering rates 
near 1€ percent, with the strength of the dollar, to which 
the Omani rial is pegoed, anc srowing conpetitiveness in 
the trade and construction sectors actually causing prices 
te Gecline. 


Government spendine rose steadily over the five years 
to bring cumulative outlays to an estimated $22.6 billion 
for the period. Cil revenues fell short of projections, 
which had keen kased on a five percent annual increase 
over 1980 prices. However, Oman, which is not a member of 
CPFC, has had the flexibility to increase production to 
offset much of the inpact of declining prices. Cil 
revenues fell from $3.3 billion in 19£€1 to $3 billion in 
1982, but have risen since, and coulé reach $3.€ billion 





~~ < 
in 1985, based on an annual production near 500,000 b/d. 


Higher than planned expenditures and a revenue 
shortfall of some $500 million will leave Gman witha 
five-year deficit which could total as much as $3.4 
billion, financed by concessional loans, primarily from 
Arab donors, by commercial borrowings, and by drawincs 
from the State General Reserve Fund. 


In preparing the Third Five-Year Plan, (1$86-90), 
expected to be published early in 1986, Omani planners are 
facing difficult decisions. Development choices are 

perhaps less clear. Much of the overriding need for 
infrastructure creation has been met, and planners will 
now have to focus on the more complex issues of promoting 
economic diversification and of extending more of the 
benefits of prosperity to the regions, includinoe some 
extremely remote locations, outside the Capital area. 


Finance is also a concern. The covernment, which has 
a reputation for careful management, regards the current 
debt level of nearly $2 billion as acceptable, but is 
reluctant to undertake significant additional borrowings. 
Defense expenditures, which in 1&4 accounted for 41 
percent of the government's spending and 52 percent of its 
revenue are high. Recurrent expencitures will continue to 
rise to meet the costs of maintaining Oman's high quality 
infrastructure and to fund social programs. 


Cil will continue to be the major source of revenue. 
Faced with the possibility of a further decline in oil 
prices, and with Oman's oil production nearing its 
technical limits, planners do not wish to launch another 
large-scale spending program without a clearer picture on 
the revenue side of the balance sheet. The strengthening 
of other currencies against the dollar, and thus against 
the rial threatens tc erode purchasing power. As a 
result, 1986 could bring little or no growth in government 
spending and of the economy as Oman continues to assess 
both its development priorities and its revenue outlook. 


RESCUPRCES 


Petroleum continues to dominate the Omani economy. Cil 
revenue* of $3.3 billion and export earnings of $4.1 
billion in 1984 accounted fcr 84 percent of government 
revenue and 92 percent of export income. The share of the 
petroleum sector in CDP fell from 61 percent in 1°80 to 46 
percent in 1984 as the trade, construction, services anc 
real estate sectors expanded. The non-petroleun 


*This does not include a transfer of 15 percent of gross 
petroleum revenues to the State General Ffeserve Fund. 
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productive sectors have shown high growth rates, but from 
a small base. In 1984 minina (less than 1 percent), 
agriculture (2 percent), fisheries (1 percent) and 
manufacturing (3 percent) together accounted for only 6 
percent of GDP. Expanding the contribution of these 
sectors to national income and encouraaing private sector 
investment in them is one of the major challenges facinc 
Oman. 


OIL AND GAS: Five years ago, Cman's cil production tarcet 
was set at 350,000 b/d by 19€5, anc revised in 1984 to 
450,000 b/d by the mid to late 1980's. Because of revenue 
neeés and continuinc additions to its oil reserves, Cman's 
production will instead average near 500,000 b/d in 1965, 
up from 417,000 b/d in 1984. All production is from 
onshore wells. 


Despite rising prceduction rates, Oman's reserves have 
crown in recent years, reversing the trend of the 1970's. 
Total proven reserves rese from 3.5 billion barrels at 
year-end 1°84 to 4 billion barrels late in 1985. Feserves 
would last 21 years at current procuction rates, and 
somewhat longer with the intensive application of 
secondary and tertiary recovery techniques. Fecent finés 
at Tawf Dahm and Hasirah in north/central Cman and at 
Warad and Dhiab in the south are under evaluation, and 
prospects for additional cGiscoveries appear good. Finding 
and producing oil in Oman is neither cheap nor easy, 
however. The terrain is frequently difficult and the 
ceology complex, and many recent discoveries involve hard 
to extract heavy crudes which could ultimately cause the 
deterioration of the 34 API Cmani blend unless new sources 
of light crude are found as well. 


Petroleur Development Oman (PDC), owned jcintly by 
the government of Cman (60 percent) and Foyal Lutch Shell 
(34 percent), Compagnie Francaise des Petroles (4 percent) 
ane Partex (2 percent), has the kulk of Cman's concession 
acreace and production. PPC is pursuing an active 
exploration program, keepince 14 Grilling rigs active in 
1985 and drilline 104 wells for a total of more than 
154,00C meters. The company is implementine a major 
overhaul and expansion of the country's pipeline systen. 
hen complete in early 1986, the lines will be able to 
carry 650,000b/d, with throughput capable of rising to one 
million b/d with installation cf additional pumping 
capacity. 


Two other concessionaires are currently producing 
small amounts of oil: Elf Acquitaine in central Oman ana 
Cecidental in the northwest. Flf's production has fallen 
from a waximur of 13,C00 b/é in 19§3. Gecidental becan 
production in 1°84 ane is continuing to define further its 
Safah field which contains 40 API cruce. 





Areco and Japex are currently engaged in exploratory 
Crilline in north-central Oman, while BP continues to 
evaluate seismic work prior to beginning drilling. The 
Lundin Croup/Wintershall have taken over the old Elf 
offshore concession along the Musandar Peninsula inside 
the Strait of Hormuz and should begin drilling in late 
1985-early 19€6. Placid Cil has bought into, ané will 
operate, the Lundin Group's 12 million acre concessicn off 
the Eatinah anc Fusandam coasts. Seismic work is 
complete, and the first well is scheduled to be spudded 
early in 1986. 


Khinety percent of Cman's 1984 crude oil experts of 
370,00C k/a went to the Far East, primarily to Japan and 
Korea, and a similar pattern has held for the 43&,C00O b/é 
exported in the first half of 1°65. Fecause of its 
location outside the Strait of Hormuz and its shift in 
late 1984 to a spot-linked pricing system, Cman has been 
successful in findine customers to sign yearly offtake 
contracts. The continuing soft market and the 
proliferation of flexible pricing schemes could make 
contract negotiations more difficult in the future, 
however. 


The U.S.'s Ashland Oil operates the government-owned 
Oman Fefinery Company, whose 50,000 b/d topping plant is 
scheduled to be expanded to 80,000 bk/d by the late 1980s. 
The Ministry of Petroleum and Minerals continues to study 
the feasibility cf constructing a second domestic refinery 
of 80,CO0G-SC,000 b/d -- with sophisticated cracking 
facilities -- to meet projected consumption increases in 
the 1990s. Plans for a 250,000 b/d export refinery to he 
funded by the Gulf Cooperation Council (CCC) have 
apparently keen shelved. The GCC states continue to study 
the feasibility cf a strateaqic pipeline that would 
terminate near Quriyat, Masirah, or Kuria Muria Bay. 


Cran is giving increased priority to the search for 
non-associated aas, and in 19€4 awarded Foyal [utch Shell 
a contract to survey Oman's gas reserves. In late 1985, 
natural gas reserves stood at € trillion cubic feet, with 
some upward revision of that figure likely as evaluation 
of new discoveries is completed. OCman plans to rely on 
natural cas to fuel power generation and desalination 
plants. Parring substantial discoveries on a scale not 
currently anticipated, Cman does not appear to have the 
gas resources that would permit the development of large 
industries that would use gas as a feedstock or an eneray 
source. 


MINERALE: In 1984, its first full year of operation, the 
Cman Mining Company exportee more than 15,C00O tons cf 
refined copper cathode valued at $1€.€ million from its 





$200 million mining/smelting facility near Sohar, making 
copper Oman's second-largest export. The project is 
expected to continue in operation for another 10 years 
unless current survey work locates additional deposits. 
Ras al Khaimah (UAE) has recently entered into an 
agreement to have some of its ore processed at the Sohar 
facility. 


Oman also exported chromite ore in 1984, but there 
are no plans at present to refine the ore in Oman. Cman 
possesses gypsum, limestone, asbestos, and marble. Coal 
deposits have been discovered, but, as in the case of 
other minerals, the high capital costs involved are a 
deterrent to explcitation. 


Two cement factories, the Cman Cement Company in the 
capital area and the Raysut Cement Company in Salalah, 
produced 500,000 tons, in 1984. The two plants, which use 
local raw materials, produce about 60 percent of Cman's 
domestic requirements. 


AGRICULTURE and FISHERIES: 


Government officials estimate that 80 percent of the 
Omani population is employed in the agriculture and 
fisheries sectors. Despite this impressive number, the 
sectors only account for a very small proportion of GDP. 
The government has focused development efforts on these 
sectors because of their impact on the incomes of the 
majority of Omanis and probably will continue to support 
traditional farmers and fishermen throughout the next Five- 
Year Plan. 


AGRICULTURE: There are numerous constraints on the 
development of agriculture in Cman. Arable land is 
limited to approximately 83,000 hectares and much of that 
is dispersed throughout the country in small farms. Cnly 
40,000 hectares are currently in production because of the 
harsh climate, poor soil, and dearth of water, as well as 
lack of skilled farmers and farm managers. Nonetheless, 
the government is committed not only to improving the lot 
of the traditional Omani farmer but also to encouraging 
the development of larger, modern concerns. Two areas, 
the Batinah coast to the north of Muscat and the plain at 
Salalah in the southern region are potential areas fer the 
development of agribusiness. Three large farming concerns 
already exist: Oman Sun Farms in Sohar and the Chofar 
Cattle Feed Company and Frzat Farms in the south. The 
government is trying to encourage entrepreneurial activity 
in this sector with a goal of being able to make Cman 
self-sufficient in a wider variety of crops. Cman 
traditionally exports dates and dried limes. It is 
expected to continue to do so as well as to increase its 
production of fresh fruits and vegetables. Some exports 
of tomatoes and cucumbers to the U.A.F. have taken place. 





The government is actively pursuine agricultural 
prograns which include providinc subsidized seed, 
fertilizer, equipment, and technical assistance, and the 
purchase of agricultural produce at government marketing 
centers. It also funds several pilot farms, research 
stations, and extension centers. 


Of major significance is the Oman Eank for 
Agriculture and Fisheries (CEAF) established in 19&1. In 
1984 it disbursed more than 2,400 concessional loans 
totalling $16 million. Many of these loans complemented 
subsidies provided by the Ministry of Agriculture and 
Fisheries. The OBAF encourages foreign firms with 
expertise in agriculture to take advantace of its 
favorable financince terms. 


Lack of sufficient water resources may be the 
greatest constraint on the cevelopment of Oman's 
agricultural potential. Most farmers still rely on the 
traditional falaj (small irrigation canal) systems, 
although modern well @arilling is increasing rapidly. 

Fapid expansion of land use has escalated water use, 
threatening reserves. Inefficient water management has 
contributed tc the problem. The government has begun toe 
limit new wells and is researching ways to conserve and 
replenish aquifers. It allocated more than $100 million 
in the current Five-Year Plan to improve traditional 
methods of irrication and develop new water sources. The 
OQmani-American Joint Commission for Fconormic and Technical 
Cooperation has built an experimental recharce dam to 
retard run-off of water after rains lcona enough for it to 
soak into the soil and recharge the aguifer. Similar dams 
are being plannec. 


FISHFFIFE: The fisheries sector is considered one of the 
most promising areas for commercial Ceveloprent and is 
receiving increasing attention from both covernment 
planners and private businessmen. The sector has been 
growing at about 25 percent annually since 1979, reachine 
a level of 17,50C tons in fish exports last year. 

Althouch the 19&4 catch was estimated at more than 121,000 
tons, half brovght in by traditional fishermen, it is only 
a fraction of the available resource, estimated at 300,000 
tons per year. Fockcod, kinefish, tuna, and sardines were 
caught in the greatest quantities. 


Recent surveys, including those conducted under the 
auspices of the U.N. Food and Agriculture Crganization and 
Oran-American Joint Cornission for Fconomic and Technical 
Cooperation, indicate that several kinds of fish stock 
abound off Oman's ICOC mile coastline. Surveys reveal the 
existence of abundant quantities of pelagics (surface 
dwellinc fish) and dermersals (Ceep sea fish). Fishing for 
myctcphidae (lantern fish) has yet to be introduced 
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although stocks are estimated at more than a million 
metric tons. Interest in lobster harvesting in the south 
has increased with Japan and the U.S. as export markets. 


Officials are concerned that exploitation of fish 
stocks before complete research Gata is available may 
prove Geleterious to the resource. Consultants have 
recommended careful evaluation of the commerciality of the 
resource potential before proceeding on a large scale. 
Officials have been cautious in oranting commercial 
fishing licenses for areas worked by traditional fisherman. 


The government is actively engaged in promoting 
traditional fishing by providing extension services which 
should improve output significantly. It provides boats, 
engines and other ecuipment at subsidized prices, and is 
buildincg jetties, ice plants, storace facilities, 
marketing centers, and equipment repair facilities all 
along the coast. 


A number of local companies have been established to 
begin commercial fishing. The largest, Oman National 
Fisheries Co., with 25 percent government ownership, has a 
small fleet of trawlers and manages regional marketing 
centers. In addition, the covernment has licensed 
trawlers from a Korean company to operate five kilometers 
off the coast in return for a share of the production. 


INDUSTRY: 


Cman has made steady progress in developing a modest 
manufacturing base over the years. While manufacturing 
related GDP ($264 million in 1984) accounts for three 
percent cof the total GDP, it nonetheless represents a 41 
percent increase in real terms over 1°&3. 


Most of the larger manufacturing enterprises are in 
the public sector, including the oil refinery, a cement 
plant and the coprer plant. Private sector manufacturing 
usually involves small-to-medium sized activities such as 
the manufacture of plastic coods, packaging, animal feed, 
fertilizer, detercents, leather goods, footwcar, paper 
products, paint, anc an extensive range of building 
materials. While the government encouraces the private 
sector to take the lead in developing manufacturing by 
providinc technical and financial assistance, it recuires 
that an enterprise be financially viable without public 
subsidies before a license is approved. As a further 
incentive to domestic incustry, the covernment can and 
does increase customs duties on competitive imported 
goods. Government assistance is available for a wide 
variety of projects through soft loans and grants 


administered by the Ministry of Commerce and Industry and 
the Cman Development Bank. 
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The government recently created an incustrial estate 
in Rusail near the capital area to attract new iné@ustries 
by making available all required infrastructure and 
utilities services in a central area. It is expected that 
the government will emphasize greater industrial 
development during the Third Five-Year Plan, establishing 
new industrial estates in Sohar and Salalah, and possibly 
expanding Rusail. 


INFFASTFPUCTUFRF 


TRANSPOFTATICN: A striking example of the rapid pace of 
infrastructural development in Oman is the fact that in 
1970 only 10 kilometers of paved road existed in the 
country. At present 330€ kiloneters of paved road link 
all major population centers. An additional 1933 
kilometers of graded roads provide access to many 
previously-isolated areas. Asphaltine of graded roads ané 
cther improvements of the system will continue to be 
priorities during the Third Plan. 


Expansion of Oman's principal airport at Seeb has 
been completed, and upgrading of Salalah airport in the 
South is underway. Foth facilities are managed Ly Pan 
American World Services, under contract to the Ministry of 
Communications. Oman is served by, and is the country cf 
registry of, Gulf Air. British Airways, UTA, Lufthansa, 
KLM and Air India are among the major carriers with 


landing rights. Oman Aviation Services, jointly owned by 
the government and by private shareholders, dominates the 
local market, operating scheduled domestic flights and 
charters, and providing operations and maintenance 
services to the aviation sector. 


Oman's principal port at Mina Caboos hancled 1.2 
million tons of cargo in 1984, operating close to 
capacity. Mina Faysut near Salalah haneled 374,CCO tons, 
just under 40 percent of capacity. The issue of expanded 
port facilities to serve the Capital Area continues to be 
debated. Planners have apparently shelved the idea of 
expanding Mina Caboos, which is located in a highly 
populated area. Preliminary studies are underway 
regarding the construction of a major new port near 
Curiyat, and this could be one of the largest projects of 
the new Five Year Plan. An alternative also under 
consideration is the creation of smaller facilities at 
several points along the coast, includine Curiyat and 
Barka. 


UTILITIES: Demand for, and supply of, electric power and 
-water continue to expand, and substantial funds will ke 
Gevoted to these sectors in the next five years. Cman is 
moving away from small diesel cenerators to larce 
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gas-fired turbines tc supply its major power needs. 
Installed electric power seneration capacity stands at 735 
mecawatts, to ke expanded in 1987 by the installation of 
an additional 250 megawatts at Fusail, near Muscat. . The 
U.S. Trade Development Program with assistance frcem the 
Cmani-American Joint Commision will fund a feasibility 
study for a 10C meoawatt gas turbine plant at Manah, near 
Nizwa. The Japan International Ccoperation Agency has 
funded a feasibility study for a 500 megawatt gas turbine 
plant at Earka, which would also produce 24 million 
callons of Cesalinated water per day. 


The completicn in early 1S&6 of a 12-million-callon 
per day addition tc the Ghubra Gesalination plant will 
double that facility's capacity. Water resource 
management is expected to be a major priority in the 
coring years, with attention focused on improved 
Cistrikution and on waste water treatment. The 
Crani-American Joint Cormission is workine with the 
Governnent of Oman to develop a water use master plan fer 
the Capital Area, to provide training and technical 
assistance in resource planning, and to desicn and 
construct pilot projects for rural water systems and waste 
water use. If approvec by bhoth governments the USC will 
previce $75 million in loans, and the Crani governnent 
will budcet $122 millicn, for these projects cover a 
five-year period. 


TPLECOMMUNICATICNE: The quality ana scope cf the 
telephone system has improved substantially in the past 
year, particularly in the Capital Area. International 
communications facilities are good. A $4.5 million 
extension to the Al-Hajar earth station recently linked 
Cman to Arabsat, which is intended to supplement Intelsat 
in the operation of Cmarn's local earth station network. 
The Third Five-Year Plan is expectec to provice for 
expanded telephone service in ruraél areas as well as in 
Muscat and Salalak, increases in telex and telecraph 
facilities, anc the installation of a new standard A earth 
station to work throuch Intelsat's Atlantic Ccean 
transponder. 


SOCIAL SFIVICFS: Cman has mace impressive prosress in 
provicing ecucational, mecGical and other social services, 
particularly in the more populous ereas. Efforts in the 
coming years are expectec to focus on irpreving the 
delivery of such services to the rural population. 
Fducation and traininc continue to ke pricrities. Pricr 
tc 1970, educational opportunities at all levels were 
virtually non-existent in the Sultanate, and Oman has had 
to rely in larce part on expatriates to execute its 
Gevelorpment programs. The expatriate workforce is 
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estimated at 300,C0O0. Most of these are Asian 
construction workers, but many technical and managerial 
positions are helc by expatriates as well. Sultan Qaboos 
University will open in 1°86 with faculties of agriculture 
and fisheries, natural science, engineering, education and 
Islamic studies and medicine. In addition, many Cmanis 
will continue te co abroad for long- and short-term 
training. 


FINANCF. AND TRADE 


GCVEREMENT FINANCE: The government budcet has been in 
Geficit each year since 19&€2. Defense spending may be 
leveling off for a time in the neighborhood of $2 billion 
per year after rising rapidly since 1980. fRecurrent civil 
expenditures, budgeted at $1.6 billion for 19&5, have 
crown at an average rate cf 17 percent per year since 
1980. If the trenc continues, and if revenues stagnate, 
there cculd be less anc less funding availakle for 
Gevelopment purposes unless the deficit continues to grow 
as well. In 1984, expenditures exceeded revenues by 
nearly one billion Collars; a deficit of $1.1 billion was 
budceted for 1985. In the first half of 1985 oil revenues 
cf $1.€ billion were somewhat higher than projected. If 
the covernment holds spending to budgeted levels, the 
actual deficit could shrink somewhat , perhaps to $800 
million. An estimated $250-300 million in financine 
should come from concessional loans; the government will 
have to rely on Crawings from the State General Keserve 
Fund (SCRF) and perhaps cn Euromarket borrowings to 
finance the balance. 


Cman herrowed a total of $700 rillion on the 
Furomarket in late 1°83 and early 1985. With its low 
foreign cebt, its oil resources, and its reputation for 
cocd financial management, Oman had no trouble finding 
banks willince to lend on favorable terms. Further credit 
is likely to be available but the government appears 
reluctant to undertake another borrowing, and thus could 
make a substantial drawine from its reserves 1985. 


It should he noted that the government has continued 
to add to the SGFF since its creation in 198C. Fy Royal 
Pecree, 15 percert of agrcss oil revenues is allocated to 
the Fund. Withdrawals of $231 million in 1983 and $420 
million in 19€4 were made to finance budcet deficits. 
Some $650 million is likely to be set aside for the SGFF 
in 1985, but the entire allocation may go te finance this 
year's cCeficit. 


FCrRIGN TRADE AND PAYMIMTS: Oman relies heavily on 
imports for virtually all products used in its modern 
developince economy. Increased export earnincs, led by 
increases in crude cil exports, coulda not offset a sharp 
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rise in the value of imports in 1984. As a result, Oman's 
traditionally large trade surplus fell by nearly nine 
percent last year. Oman earned a trade surplus of ‘$1.5 
billion, recording $2.9 billion in imports and $4.4 
billion in exports. The value of imports rose by nearly 
12 percent from the preceeding year. Oil revenue, which 
accounts for 92 percent of the country's export earnings, 
rose four percent while Oman's modest non-oil export 
income rose by two percent. 


Non-oil exports and re-exports accounted for $365 
million in earnings, marginally higher than in 1983. 
Products of Omani origin accounted for only one percent of 
total exports. The leading non-cil exports, excluding 
re-exports, are processed copper ($21 million), fish (¢18 
million), and agricultural products ($10 million). 
Re-exports, largely of machinery and transport equipment 
sold to other Gulf countries, accounted for approximately 
$318 million in earnings. 


Asian ccuntries purchased more than 90 percent of 
total Omani petroleum exports. This trend reflects the 
dramatic shift in sales that has cccured over the past 
five years as the share of Western Europe and the United 
States has declined significantly. 


The rise in the value of Omani imports is attributed 
to increased demand for consumer and intermediate goods 
and a continued strong requirement for capital goods, 
largely road vehicles (¢440 million). Oman's largest 
import category was the SITC-7 machinery and transport 
equipment, which accounted for more than a billion dollars 
and 41 percent of total recorded imports during the year. 
Other major import categories were manufactored agocds 
($570 million), mostly iron, steel, and other metal 
products, and food products ($347 million). 


Japan once again dominated the local marketplace, 
becoming the top exporter to Cman for the fifth 
consecutive year. Total Japanese exports reached $584 
million, up seven percent from last year but representing 
a slight decline in market share (21 percent). Japanese 
trade is focused on the sale of automobiles, machinery and 
electronic goods. 


The United Arab Emirates took second place with sales 
of $489 million. Most of this trade is thought to be 
re-exports originally from suppliers in Japan, Furope, and 
the U.S. who find it more cost effective to ship to ports 
in Dubai. 


The United Kingdom took third place with diversified 
sales of $454 million. West Germany has surpassed the 
U.S. with $263 million in export sales to Oman by winning 
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several large telecommunications contracts. The U.S. 
maintained a steady market share, increasing the value of 
exports to Cman to $208 million. Oil sector related 
products led U.f. sales to Oman. Machinery and transport 
equipment, including oilfield equipment and supplies, 
continued to be the single largest export category, 
accounting for 68 percent of total export trade. The 
leading products within this cateqory were drilling 
equipment (¢25 million), telecommunications equipment ({¢11 
trillion), non-electric engines, (#° million), and aircraft 
and associated parts (¢& million). 


While Oman earned a healthy trade surplus cf nearly 
$1.5 billion, high outflows of service and private 
transfer payments, especially from profit and workers' 
remittances, combined to create a current account deficit 
of $63 million, Oman's first since 197@. The capital 
account surplus supported by larce official loans ane 
grants, surpassed the current account ceficit, resulting 
in a combined balance of $66€ million. The cverall 
balance was $223 million after adjusting for private 
capital outflows from the errors and omissions cateqory. 
Despite higher export earnings in the first half of 1985, 
Oman will probably experience a current account shortfall 
due to continuec hich imports and outflows of profit ance 
workers' remittances. The continued infusicn of official 
loans ance grants this year will support a larce capital 
account surplus this year, with outward private capital 
movements leading to another overall balance surplus of 
modest proportions. 


PART FE. IMPLICATICNS FOR THF UNITED STATES 


Economic crowth continued at a rapid pace through 
1985 as many of the projects funded in the Second Five 
Year Plan were completed. Crowth rates are likely to he 
lower and government spending to remain level or increase 
cnly modestly in 1986 as the Third Plan goes throuch its 
start-up phase. Preliminary statements from Orani 
officials indicate that expenditures on the Third Plan 
will exceed those of the second. However, civen Oman's 
uncertain revenue position it is likely that the tulk of 
the outlays will be made in 1°88&-9C0 rather than in the 
early years cf the Plan. 


As one businessman observed, 19€6 will be the year of 
the consultant; the larce construction and equipment 
contracts will come later. Fven so, firms interested in 
winnine contracts shoulc be here making themselves known 
to key officials and otherwise laying the grouncwerk for 
the future. 


Cutsiece the oil sector, which has been and will 
continue to be a source of a large volume of business for 
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many American firms, U.€. firms have faced an uphill 
fight. Many have only taken notice of the Cmani market as 
economic activity elsewhere in the region declined. The 
UK, with its longstanding political relationship and 
Japan, with its usual well-organized marketing, had 
already built strona trade positions. Factors as diverse 
as the complexities of boycott issues, the presence of 
British advisers in key ministries, and the strong dollar 
have been obstacles to U.S. firms. 


However, the U.S. share of the Omani market appears 
set to increase, and the number of U.S. firms with offices 
here is on the rise. Omanis have a cood, and growing 
appreciation for U.S. technology and for U.S. managerial 
expertise and style. The increasing numbers of Americans 
employed here as technical advisers, and of Omanis 
receiving technical and managerial training in the U.S., 
will bring a greater local familiarity with, and use of, 
U.€. products. Meanwhile, Omani firms are expressing 
interest in finding U.S. sources of supply to take 
advantage of the weakening of the dollar. 


Areas offering the most promising opportuniies 
incluce water resource development and utilization, 
acricultural equipment and techniques, telecommunications, 
and operations and maintenance. Firms with access to 
light manufacturing technologies suitable to Oman's 
resource anc manpower constraints should find a welcome 
reception, with some major Omani companies beginning to 
show a willingness to make a commitment to joint ventures 
in the industrial sector. Firms wishing to do business 
here should ke aware of Oman's desire to develop its 
domestic lakor force, and should look for appropriate ways 
of incorporating training of Omani nationals into their 
business proposals. 


Oman offers cood business prospects to responsive 
firms willine to make a commitment to the market. The 
stable political climate and the graciousness of the Omani 
people make it a pleasant place to live and work. 


INVESTMENT CLIMATE: The Omani government maintains a 
favorable attituce toward foreign investment. The country 
has a free market economy marked by minimal government 
intervention. As a matter of policy, the covernment 
prefers that most commercial and incustrial enterprises be 
owned anc managec ky rrivate interests rather than Ly the 
state. Omani authorities acknowledge Oman's need for 
foreign capital and technical expertise and they welcome 
contributions in these areas. At the same time the 
governnent desires tc protect the interests of Cmani 
entrepreneurs and to promote domestic commercial 
development and investment. Foreign investment is no 
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longer permissible in trade and some services sectors 
which the government considers sufficiently Geveloped, but 
even where foreign capital investment is not permitted, 
licensing, management and franchising arrancements may be 
possible. 


Because of trends toward Omanization in the business 
sector, new firms may find it advantageous to establish 
joint ventures with local firms, which can provide good 
administrative support and act as the "eyes and ears" for 
new projects. U.S. companies have much td offer Cman and 
the government recognizes this fact. 


There are no restrictions on foreign exchange or 
remittances. The Omani Rial is pegged to the U.S. dollar 
with little fluctuation since the early seventies. 


Most American investment is in the oil sector, both 
in oilfield construction and services, and in concessions 
themselves. In the past several years, new U.S. 
engineering and consultancy firms have established 
themselves in Oman. In the services sector, U.S. 
accounting firms and franchises have a large share of 
their markets as do insurance companies. 


A U.S.-Omani agreement signed in 1977 authorizes the 
Overseas Private Investment Corporation (CPIC) and the 
Export-Import Pank (EXIMBANK) to provide insurance 
services to U.S. firms operating in Oman. FXIM Lank has 
issued preliminary commitments to finance major 
infrastructural development projects in support of U.S. 
company bids. In addition, the Agency for International 
Development (USAID) is facilitating the Trade and 
Development Program (TIP) within the auspices of the 
Omani-American Joint Commission. 


CONCLUSION: The covernment is expected to publish its new 
Five-Year Development Plan (1986-1990) outlining future 
expenditures in early 1986. Despite the inherent slow 
start characteristic of previous Omani ceveloprent rlans, 
expenditures are likely to be in the 4 billion dollar fer 
year range, creating attractive opportunities for trade, 
investment, and services. American businessmen are well 
advised to begin establishing the commercial relationships 
essential to doing business in Oman and to position 
themselves in what is expectec to he a competitive 
environment. 
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Wouldn’t it be nice to have a 
Washington staff to keep you 
up-to-date on all you need to 
know to steer your exporting 
business on the fast track to 
success? 

Have the next best thing. Have 
BUSINESS AMERICA, our 
biweekly business magazine 
designed especially for firms like 
yours—American exporters who 


want to grow, and American 
businesses ready to enter the 
lucrative world of exporting. 
BUSINESS AMERICA is 
more than a magazine. It’s 
virtually an exporter’s service. 
We give you country-by-coun- 
try marketing reports, incisive 
economic analysis, worldwide 
trade leads, advance notice of 
planned exhibitions of U.S. prod- 


ucts worldwide, and success sto- 
ries of firms like yours. We'll 
keep you posted on what’s hap- 
pening in government and on 
Capitol Hill that could affect 
your business and your profits. 
A subscription to BUSINESS 
AMERICA will put our export- 
ing experts at your fingertips— 
we give the phone numbers of 
our authors in every issue so you 
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